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IQ.  (U)  Sapporo  Holdings,  Ltd.'s  board  of  directors  February 
26  announced  it  had  rejected  U.S. -based  investment  fund  Steel 
Partners'  $1.4  billion  tender  offer  to  acquire  66.6  percent 
of  the  company's  shares.  The  board's  announcement  did  not 
signal  whether  the  company  intended  to  implement  formal 
takeover  defense  measures  to  dilute  Steel's  19  percent  stake 
in  the  company,  Japan's  third-largest  beer  and  beverage 
maker.  Sapporo's  board  based  its  decision  on  a February  5 
report  by  a company-appointed  advisory  committee  that 
concluded  Steel's  offer  was  "not  in  the  best  interests  of  the 
company  or  its  shareholders"  (Ref  A).  Sapporo's  shares  were 
trading  February  29  around  800  yen,  three  percent  below 
Steel's  bid  of  825  yen  per  share. 

%2 . (SBU)  Steel  Partners  has  not  yet  responded  publicly  to 
the  board's  announcement,  but  the  fund  had  been  clearly 
angered  by  the  advisory  committee's  report,  which  claimed 
Steel  had  not  provided  sufficient  information  about  its  plans 
for  the  company  after  acquiring  control.  The  report  also 
charged  the  fund  with  secretly  planning  a two-stage  "squeeze 
out"  takeover  that  could  result  in  financial  damage  to 
minority  shareholders.  A February  13  letter  from  Steel's 
Managing  Partner  to  the  Sapporo  advisory  committee  refuted 
the  charges  by  noting  that  Steel,  at  Sapporo's  request,  had 
submitted  in  December  2007  a 125-page  plan  on  how  to  enhance 
the  firm's  corporate  value  that  set  out  Steel's  long-term 
strategic  vision  for  the  company.  The  letter  also  reminded 
the  committee  the  fund  had  given  repeated  written  assurances 
that,  if  it  decided  to  go  ahead  with  a bid  for  the  entire 
company,  it  would  offer  the  remaining  shareholders  a price  no 
less  favorable  than  its  current  bid.  One  of  Steel  Partners' 
executives  told  Econff  February  23  that  the  fund  believes 


Sapporo  never  intended  to  negotiate  seriously  with  Steel  and 
was  only  using  its  "advance  warning  system"  defense  as  a 
delaying  tactic. 

13.  (SBU)  Unless  Sapporo  takes  measures  that  dilute  Steel's 
shareholdings,  the  fund's  legal  options  seem  limited.  In  our 
view,  if  it  wishes  to  pursue  the  takeover  bid,  it  would 
probably  need  to  seek  support  directly  from  shareholders  by 
means  of  a proxy  fight  before  the  company's  June  annual 
general  meeting. 
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